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Dick:

I am wriing to confirm the advice you provided me over the telephone yesterday
afterroon. T asked you whether the purchase price for warramis or oprions w buy voting
securfties should, upon exercise of the warrents or options, be aggregated with the exercise
Price (or some other measure) to determine the value of the transaction. 1 also asked bow ooe
derermines the value of the shares purchased in the exercise tramsacrion.

You respended that there would be oo ageregetion, Yoo told me that, although the
purchase of warrants or options is a purchase of voring securifics, s0 long a5 the Warrants ur
aptions do tot carry present voting rights their purchase is exemmpt under § 802,31, (Sce §
801.1{fr.) The exercise of the warranys ar options wonld be viewed zs a separaie purchase
of voling securities with no aggregation with the earlisr, exempt iransagtion per & 801.14.

You then told me that for purposes of determining the size of the transaction, the valus
of the voting secutitics purchased pursuant to the exercise is determined under § 801.10.
Thus, if the shares acquired upon exercisc are pubHely traded, their vahue would be the grearer
of the acquisition price or the market price. (§ 801.10(a)(1).)} If the shares are aot publicky
traded, the valie would be the acquisition price {or, if thers is no acquisition price, the fair
market value). (§ 861 100a)2).)

1 then posed & hypotherical in which Company A acquires non-voting warrants o
puschase whar would amount 10 20% of the nop-publicly traded voting shares of Company B.
The warrants, which are granted at no ¢ost o induce A o loan money to B, give A the right w
purchase the B shapes at §.01 apiece. Orne year later A exercises the warrants apd prrchases
0% of the voting shares of B for $15. Meagwhile, the value of B has increased dramatically,
such that 20% of the company would be worth substantially more than $15 million, You
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advised that the vatue of the mansaction for purposes of determining: the size of the Tansaction
and eligibility for the minimum dollar value exemption (§ BOZ.20) wauld $till he the acquisition
price of the shares, i,e., $15.

Please let me know if the ahove does not correctly portray your advice,

Thank you very much for you help.
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